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LAC+USC MEDICAL CENTERACCUMULATIVE CAPITAL OUTLAY (ACO) FUND

On July 29, 2003, the Departmentof HealthServices(DHS) providedyour Boardwith
their revised Fiscal Outlook which reflectedthe transferof $105.0 million in 2002-03
from the DHS operatingbudgetto the LAC+USC Medical CenterACO Fund. These
funds would be utilized for one-time costs related to non-fixed medical equipment,
furnishings and furniture for the LAC+USC Medical Center ReplacementProject
(ReplacementProject). The operatingtransferof $105.0million will be included in the
DHS 2002-03Year-EndAppropriation Adjustment,currentlyexpectedto be presented
to your Board for considerationin mid-September,as part of the annual year-end
closingpackage.This memorandumprovidesadditional information regardingtheACO
Fundandtheprojectedone-timecostsassociatedwith theReplacementProject.

Background

On July 7, 1998, your Board authorizedthe establishmentof an interestbearingACO
Fundfor the future acquisitionof medicalequipmentfor theReplacementProject. The
ACO Fundwas establishedto allow DHS to reservefundsfrom its operatingbudgetto
fund thesefuturecostswhich wereestimated,at that time, at approximately$50million.

In my attachedNovember25, 2002 memorandum,I advisedyourBoardof an estimated
$240.5million in one-timestart-upcostsfor the ReplacementProject. Includedin that
amountwas $105.2million for non-fixed medical equipment,furnishings andfurniture.
The estimateof $105.2 assumedthat all theseitems would be purchasednew and
delivered to the replacementfacility. That amount also included furniture and
furnishingsfor public andpatientareas.
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As further indicated in that earlier memorandum,our funding plan for theseone-time
costs would utilize, to the maximum extent possible,one-time funding sourcesand
financing, including excessHealth Services surplus amounts above the amounts
included in theDepartment’sFiscal Outlook. The proposedtransferof $105.0million of
2002-03year-endsurplusto covercostsfor non-fixed medicalequipment,furnishings
andfurnitureis consistentwith this funding plan.

We will continueto work with DHS staff to refine this costestimatebasedon our review
of existing medical equipmentwhich could be moved to the new hospital or of
equipmentwith a useful life of five yearsor longer which could be appropriatelylease
purchased.We will reportperiodically to your Boardon adjustmentsto our estimatesof
theseone-timestart-upcosts.

We are also reviewing the ordinancewhich establishedthe ACO Fund to determine
what changesmay be neededto ensurethat funds depositedto it may be utilized for
any one-time costs for the ReplacementProject, as authorized by your Board.
Currently, this fund is reservedfor the replacementof medical equipmentonly (not for
furnitureandfurnishingsor medicalequipmentunder$5,000). We will work with County
Counselon any necessaryordinancechangesand will presentthesefor consideration
by yourBoard.

In addition,we are continuing to discusswith DHS staff the needto identify one-time
funding sourcesfor theotherone-timecostsassociatedwith the ReplacementProject,
including costsfor moving andtransitionandfor an electronicmedical recordssystem.
Thesecosts,currentlyestimatedat approximately$135.0million, arenot yet reflectedin
the Department’s Fiscal Outlook. We expect to present recommendationsfor
considerationby yourBoardin thenearfuture.

If you have any questionsor needadditional information pleasecall me or your staff
maycontactAngelaSchillerof my staff at (213) 974-6879.
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LAC+USC MEDICAL CENTER R
ONE-TIME START-UP COSTS

This is in responseto severalquestionsthathavebeenraisedregardingthe$240.5million
in one-timestart-upcosts for the LAC+USC Medical CenterReplacementProject,as
specifiedin theBoardletter recommendingtheawardof theconstructioncontract, The
recommendationto award the contract will be considered by your Board on
December3, 2002.

The $240.5million indicatedin theBoardletterrepresentsour estimateof themaximum
one-timestart-upcoststhatwill beincurredfor the projectandinclude:

$105.2million for non-fixed medicalequipment,furnishingsandfurniture;
• $35.3million for moving andtransitionactivities;and
• $100.0million for theelectronicmedicalrecordssystem.

Baseduponconstructioncompletionin January2007andfull occupancyof the hospital
by theendof May2007, thevastmajority of thecostsareanticipatedto occurbeginning
in Fiscal Year2005-06throughtheendof Fiscal Year2006-07. A portionof thesecosts,
however,will be incurredearlierto properly preparefor the transitionto thenew hospital
andto programanddesignthe electronicmedical recordssystem. A summaryof the
anticipatedcostsbetween2002-03and2007-08is attachedfor your information.

Onetime Costs.wpd
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The costs,andthe anticipatedtiming of the expenditures,will continueto be refinedas
information is developedand additionalanalysisis completed. Someof the factorsthat
would mitigatethe totalcostsarediscussedbelow.

MedicalEquipment,FurnishingsandFurniture: Up to $105.2million

The estimatedmaximumcostfor non-fixedmedicalequipment,furnishingsand furniture
assumesthatall of theseitemswould bepurchasednewanddeliveredtothereplacement
facility. This categoryof expendituresincludesa wide variety of items,from ultrasound
systemsto examtables. It alsoincludesfurnitureand furnishingsfor public andpatient
areas. It doesnot include furniture for staff offices andother nonpublicareas,as it is
assumedthattheseitemswill be relocatedfrom theexisting facilities,

As indicatedin theBoardletter,HealthServicesis currentlyreviewingexistingequipment
at theMedical Centerto determinewhichpiecesof medicalequipmentwill be ableto be
relocatedto thenewhospitalin 2007. In addition,theMedicalCenterwill becoordinating
equipmentpurchasesfundedfrom its annualoperatingbudgetoverthenextseveralfiscal
yearsto maximizetheamountof equipmentthatcanbe relocated.

Electronic Medical RecordsSystem: $90to $100 million

The ReplacementFacility was programmedand designedon the assumptionthat an
electronicmedicalrecordssystemwould be implementedin thenewfacility toincreasethe
efficiency of thefacility andenhancepatientcare. Theestimatedmaximumcostincludes
the design,procurementand implementationof an electronicmedicalrecordsystemas
well astrainingstaff to usethesystem. Thefield of electronicmedicalrecordssystemsis
highly dynamicandtheeventualcostof thesystemwill dependuponthe finalizationof the
requirementsfor thesystemaswell astheavailability ofexistingelectronicmedicalrecord
programsto meetthoserequirements.HealthServiceswill reporttoyourBoardseparately
on thestatusof theelectronicmedicalrecordssystem,including milestonesfor achieving
implementationin the newfacility.

Moving andTransition:$25 to $35.3million

Moving andtransitioncostsincludeavarietyof activitiesthatwill be requiredto ensurethe
successfultransitionbetweenthe existing hospitalbuildingsandthe newfacility. These
costsinclude:

• Consultantandstaffcostsfor planningandimplementingthetransition;
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• Trainingstaffon how to useand maintainvariousbuilding systems(excludingthe
electronicmedicalrecordssystem);

• Orientationsessionsand public relationsmaterialsto familiarize and inform staff,
patientsandthepublic on thenewfacility; and

• Costsfor effectuatingthe physicalmoveof materials,patients,staff offices, etc.

The preliminarycosts for the above activities, including an estimatefor inflation and
contingency,is approximately$25 million, However,thisamountdoesnot include other
coststhat will needto be incurredand for which no estimatesare currently available,
Theseadditionalcostsinclude:

• The relocationor disposalof any remainingequipmentandfurnishings,including
modularbuildingsthatwould be vacated;

• “Mothballing” of GeneralHospital in accordancewith theSecretaryof the Interior’s
Standardsfor Historic Buildings, as requiredby our agreementwith the Federal
EmergencyManagementAgency;

Decommissioning,closing and securing of the existing outpatientdepartment
building and Women’s and Children’s Hospital, which are to be closed in
accordancewith the EnvironmentalImpactReport;and

• Consolidationof anynon-hospitalrelatedfunctions locatedat the Medical Center
campus,as mayberequired.

Current Funding Assumptions

As thesecostsrepresentone-timecosts,the funding plan will utilize, to the maximum
extentpossible,one-timefundingsourcesandfinancing.The funding sources/financing
strategiesthat will be consideredin developingthe funding plan include:

• Useof anyexcessHealthServicesdesignationabovetheamountsincludedin the
department’sforecastto fund theAccumulativeCapitalOutlayFundcreatedby your
Board in 1998to providefor thepurchaseof the medicalequipment;

OnetimeCosts.wpd
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• Use of tobaccosettlementfunds thatare not requiredto fund programsalready
identified or one-timecostsassociatedwith the SystemRedesign;and

• Short-termandmedium-termfinancingof equipmentwith ausefullife of 5 yearsor
longer. The total of value of the equipmentthat may be financedis currently
estimatedat $85.7 million. This would thenconvert into estimatedannualdebt
servicepaymentsof $7.9 million in Fiscal Year2006-07,$19.8million from Fiscal
Year 2007-08through2011-12,and$11.9million in 2012-13.

Thefinal fundingplan,however,will dependupontheultimateSystemRedesignfor Health
Servicesasthiswill impactboththeavailabilityof one-timefundingandtheability of Health
Servicesto assumeany debtserviceresultingfrom financingsomeof thecosts.

If you haveanyquestions,pleasecontactmeoryour staffmaycontactSharonYonashiro
at 213-974-2273,

DEJ:SNY:JSE
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Attachment

c: ExecutiveOfficer, Boardof Supervisors
County Counsel
Departmentof Health Services
Departmentof PublicWorks
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LAC+USC MedicalCenter ReplacementProject
One-TimeStart Up Costs

Preliminary Costs/Cash Flow

02-03 03-04 04-05 05-06 06-07 07-08 Total
MedicalEquIpment(1)

Fixed Assets $0 $0 $0 $34,288,247 $51,432,371 $85,720,618
Minor Equipment (S&S) $0 $0 $0 $0 $15,754,367 $15,754,367
Furniture (Public Areas) $0 $0 $0 $0 $3,744,452 $3,744,452

Subtotal Medical Equipment $0 $0 $0 $34,288,247 $70,931,190 $0 $105,219,437

Moving & Transition

TransitionTeam/PlanningMgmt. (2) $435,080 $1 ,740,320 $1 ,740,320 $1 ,740,320 $1,740,320 $1 ,305,240 $8,701 ,600
Training (excludingEMR) $0 $0 $777,785 $2,259,354 $4,402,707 $7,439,845
Orientation/publicrelations $0 $0 $0 $0 $1,455,030 $1,455,030
Moving costs(excludingmed.equipment) $0 $0 $0 $0 $3,831,064 $3,831,064
Escalation/Inflation(@3%) $0 $52,210 $153,353 $370,770 $953,556 $207,925 $1,737,813
Contingency(@10%) $43,508 $174,032 $251,810 $399,967 $1,142,912 $130,524 $2,142,754

SubtotalEstimatedMoving & Transition $478,588 $1,966,562 $2,923,268 $4,770,411 $13,525,589 $1,643,689 $25,308,106

LumpsumAllowancefor Unknown Costs $10,000,000 $10,000,000

Subtotal Moving and Transition $478,588 $1,966,562 $2,923,268 $4,770,411 $13,525,589 $11,643,689 $35,308,106

ElectronicMedical RecordsSystems

Programming& Design $800,000 $7,200,000 $0 $0 $0 $0 $8,000,000
Procurement& Installation $0 $0 $26,400,000 $40,000,000 $25,600,000 $0 $92,000,000

Subtotal Electronic Medical Records $800,000 $7,200,000 $26,400,000 $40,000,000 $25,600,000 $0 $100,000,000

Total EstimatedOne-TimeCosts $1,278,588 $9,166,562 $29,323,268 $79,058,658 $110,056,779 $11,643,689 $240,527,543

(1) Cash flow assumes all new equipment andcash purchase. Obligation will likelybe reduced through relocation of existing equipment and financing.

(2) Includes management of procurement for medical equipment.


